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PART 1 - FINAL ANNUAL BUDGET 


2. BUDGET RESOLUTIONS 


(a) . That in terms of section 24 of the Municipal Finance Management Act, 56 of 2003, the Final annual 

budget of the municipality for the financial year 2016/17; and indicative allocations for the two projected 

outer years 2017/18 and 2018/19; and the multi-year and single year capital appropriations be 
approved. 

(b) That the sources to fund both operating and capital budgets be noted and approved. 

(c) That in terms of section 24(2)(c)(i) of the Municipal Finance Management Act, 56 of 2003, and sections 
74 and 75A of the Local Government Municipal Systems Act, 32 of 2000 as amended, the tariffs for the 
supply water, electricity, waste services, sanitation services and property rates as set out Annexure B 
that were used to prepare the estimates of revenue by source, be approved with effect from 1 July 2016 

(d) That Water, Refuse and Sanitations tariffs be increased by 6% 

(e) That Electricity tariffs be increased by 7.64% as per directive from NERSA and that the Inclining Block 
Tariff (IBT) will be applied. 

(f) Education, Training and Development Policy be noted and approved 

(g) That the Credit Control and Debt Collection Policy be note and approved. 

(h) That the Supply Chain management Policy be noted and approved. 

(i) That the Property Rates Policy be noted and approved. 

(j) That the Budget Policy be noted and approved. 

(k) That the Budget Virement Policy be noted and approved. 

(l) That the Indigent Policy be noted and approved. 

(m) That the reviewed Tariff Policy be noted and approved. 

(n) That the Asset Management Policy be noted and approved 

(o) That the Provision for Impairment of doubtful debts Policy be noted-new policy 

(p) That the Overtime Policy be noted and approved. 

(q) That the Recruitment, Selection and Appointment policy be noted and approved. 

(r) That the Appointment of Temporal Worker Policy be noted and approved. 

(s) That the Retention Strategy be noted and approved. 

(t) That the Petty Cash policy be noted-new policy 

(u) Property Rates By law 
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3. 


EXECUTIVE SUMMARY 


TABLING OF FINAL BUDGET FOR 2016/17 FINANCIAL YEAR 
INTRODUCTION 

The purpose of the 2016/17 medium-term budget is to comply with the Municipal Finance Management Act 
(No. 56 of 2003) and is a financial plan to enable the municipality to achieve its vision and mission through the 
IDP which informs the Dr Pixley Ka Isaka Seme Municipality’s five-year programme and community/stakeholder 
inputs. 

BACKGROUND 

The Municipal Finance Management Act 56 of 2003 requires Council to prepare budgets for each year and 
submit same to Council at least three months before the start of the new financial year. Section 16(2) of the 
MFMA affirms the principle of getting the budget at least 90 days before the start of the new financial year. 
Section 1 7 of the MFMA details and stipulates the format of what must be in the budget when it is tabled before 
Council. 

National treasury gave guidance to municipality's through MFMA Circular 78 for the early adoption of the 
2016/17 draft budget and It was still in each municipal council’s prerogative to decide when to approve its 
annual budget as follows: 

(1) Current Mayor prepares a budget schedule that brings the review of the IDP and the tabling of the budget 
forward to late February or the beginning of March 2016; 

(2) Community consultations on the annual budget conducted in the remainder of March and early April 2016; 

(3) Officials complete technical work on annual budget by mid-April 2016; 

(4) Current council approves annual budget and reviewed IDP before the end of April 2016; and 

(5) . Council implements annual budget from 1 July 2016 

Furthermore communication was circulated advising municipality's to follow the normal budget process as per 
section 24(1) of the MFMA. 

The 2016/17 budget in many ways tries to meet the needs of the community based on the public participation 
process that will take place in trying to get the views of the community on what they will like Council to do. 
National Treasury continues to encourage municipalities to keep increases in rates, tariffs and other charges at 
levels that reflect an appropriate balance between the interests of poor households, other customers and 
ensuring the financial sustainability of the municipality. For this reason municipalities must justify in their budget 
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documentation all increases in excess of the 6.0 per cent projected inflation target in the budget narratives as 
per MFMA circular 78. 

Furthermore in MFMA circular 79 National Treasury continues to encourage municipalities to keep increases in 
property rates, tariffs for trading services and charges for other municipal own revenue sources within the 
parameters of the country’s inflation rate. Furthermore, municipalities must adopt a tariff setting methodology 
that achieves an appropriate balance between the interests of poor households and other customers while 
ensuring financial sustainability of the municipality. Demand management is becoming increasingly necessary 
as the country faces water shortages and an unstable electricity supply. The approach to tariff setting should 
consider all these factors and strive to achieve an equitable balance. 

It is anticipated that the cost of providing municipal services will grow at a faster rate than the transfers from 
national government. Resource scarcity will most likely increase the cost of bulk purchases in respect of water 
and electricity beyond the country’s inflationary targets. 

Furthermore, providing for free basic services in the case of poorer households must be carefully considered 
and, where some municipalities have opted to provide this benefit to ALL households, this may not be financially 
sustainable in the long-term. Where appropriate, a municipality should re-evaluate the costs and benefits of 
universal or targeted provision of free basic services subsidies, in order to protect their delivery to poor 
households in particular. At no point should the provision of these subsidies remove resources from 
programmes that will expand access to infrastructure services for presently un-served households. 

Where municipalities do not have an adequate revenue base and where municipalities face a combination of 
challenges such as resource scarcity, high unemployment and slower than average economic growth, an 
aggressive approach to curbing non-core spending and improving operational efficiencies is strongly advised. 
Cost containment measures 

In the 2016 State of the Nation Address by the President, the cost containment measures announced by the 
Minister of Finance in 2013 were re-emphasised. It was highlighted that excessive and wasteful expenditure 
has been reduced, but there is still more to be done to cut wastage. In addition the President announced some 
new measures which include, amongst others: 

0 Curtailment of overseas trips and the submission of strong motivations by those requesting permission to 
travel i.e. the benefit to the country needs to be proved; and 

D Institution of further restrictions on conferences, catering, entertainment and social functions. 

The Minister of Finance announced further measures in his budget speech on 24 February 2016. The Mayors 
of municipalities were urged to join in eliminating wasteful expenditure in government. 

The advice provided in MFMA Budget Circular (No. 58, 66, 70, 72, 74,75,78,79 and 82) on cost containment 
measures and elimination of non-priority spending is still applicable to municipalities. A separate MFMA 
Circular will be issued on cost containment measures. In addition National Treasury is firstly in a process of 
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reviewing the National Treasury instruction on cost containment measures which was issued to accounting 
officers of departments and secondly, determining its applicability to local government. Once the process has 
been concluded, a Regulation on cost containment measures applicable to local government will be issued. 
Municipalities were advised in MFMA Circular No. 70 to align their budgeting policies to the cost containment 
measures to the extent possible as approved by Cabinet in 2013. Municipalities are requested to table MFMA 
circular 82 on cost containment measures in council and to submit evidence thereof to the National and 
Provincial Treasuries together with the budget documentation in terms of the MFMA. 

It is important that the Accounting Officer ensures that the content of this Circular is brought to the attention of 
the Municipal Council and all other relevant officials within municipality. 

Municipal budgets will be assessed against the cost containment measures outlined in this Circular. 
Consideration has been given to the lack of enforcement measures and therefore it is envisaged that 
regulations will be issued to align these measures with financial misconduct regulations. Disclosure of cost 
containment measures applied by the municipality must be included in the Municipal Budget and Annua! Report. 
Municipalities should also pay particular attention to managing revenue effectively and carefully evaluate all 
spending decisions. In generating capacity for spending on key municipal infrastructure, municipalities will have 
to identify inefficiencies and eliminate non-priority spending. 
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Revenue management - To ensure the collection of revenues, each municipality need to ensure that billing 
systems are accurate, send out accounts to residents and follow up to collect revenues owed. 

Collecting outstanding debts - This requires political commitment, sufficient administrative capacity, and 
pricing policies that ensure that bills are accurate and affordable. 

Pricing services correctly - The full cost of services should be reflected in the price charged to residents who 
can afford to pay. Many municipalities offer overly generous subsidies and rebates that result in services being 
run at a loss, resulting in funds being diverted away from other priorities. 

Underspending on repairs and maintenance - Often seen as a way to reduce spending in the short term, 
underspending on maintenance can shorten the life of assets, increase long-term maintenance and 
refurbishment costs, and cause a deterioration in the reliability of services. 

Spending on non-priorities - Many municipalities spend significant amounts on non-priority items including 
unnecessary travel, luxury furnishings, excessive catering and unwarranted public relations projects. 
Consultants are often used to perform routine tasks. Considering the pressurized economic climate continued 
spending on non-priority wants cannot be sustained. 


COUNCIL OVERSIGHT OVER THE BUDGET PROCESS 


A municipal council is elected to direct and exercise oversight of how a municipality raises revenue, plans the 
use of funds through its budget and spends the funds in accordance with the Council approved budget. In terms 
of section 4(2)(a) of the Municipal Systems Act the Council has a duty “to use the resources of the municipality 
in the best interests of the local community”. This duty is extended to individual Councillors through the Code of 
Conduct for Councillors, which states: 
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Therefore, each Council has a duty to put in place policies and processes to: 


(a) Prevent unauthorised, irregular and fruitless and wasteful expenditure; 

(b) Identify and investigate unauthorised, irregular and fruitless and wasteful expenditure; and 

(c) Respond appropriately, and in accordance with the law, to confirmed instances of unauthorised, irregular 
and fruitless and wasteful expenditure. 

Budgeting for unfunded/underfunded mandates 

In previous budget years, it was noted that a number of municipalities were budgeting for 
unfunded/underfunded mandates. The South African Cities Network (SACN, 2007:78) defines an 
unfunded/underfunded mandate as when municipalities perform the functions of other spheres of government 
and bear significant costs out of their own revenue sources. 

These unfunded/underfunded mandates pose an institutional and financial risk to the Municipality as substantial 
amounts of own funding is allocated to non-core functions at the expense of service delivery. 

One of the main objectives of Local Government is to ensure the provision of basic services to communities. 
Section 153 of the Constitution requires that budgeting processes must prioritize the basic needs of the 
community. 

The Municipality's priorities are therefore the provision of basic services such as electricity, water, sanitation 
and refuse removal in its MTREF budgets. Municipalities may only budget for non-core functions such as 
creches, sports fields, libraries, museums, health services, etc. if: 

The function is listed in Schedule 4B and 5B of the Constitution; 

The function is assigned to municipalities in terms of national and provincial legislation; 

The Municipality has prioritized the provision of basic services; and 
It does not jeopardize the financial viability of the Municipality. 

FINANCIAL SUSTAINABILITY 

The future sustainability of the Municipality is critical if the Municipality improves its operations and it therefore 
becomes imperative that the Municipality continue to improve its efforts in ensuring that the community receives 
the best service from Council. 

The tariffs have been populated such that in the short term to medium term the Municipality is in a position to 
change the position of Council whilst ensuring that our services are affordable. 

The trend on Grant dependency will increase more if efforts are not made to increase collection on outstanding 
debts. 
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LEGISLATIVE REQUIREMENT 


The Municipal Finance Management Act 56 of 2003 requires Councils to prepare budgets for each year and 
submit same to Council at least three months before the start of the new financial year. Section 16(2) of the 
MFMA affirms the principle of tabling the budget at least 90 days before the start of the new financial year. 

Section 24 (1) of the MFMA states that the Municipal Council must at least 30 days before the start of the 
budget year; consider approval of the annual budget. 

2) An annual budget 

a) must be approved before the start of the budget year; 

b) is approved by the adoption by the Council of a resolution referred to in section 17(3)(a)(i); and 

c) must be approved together with the adoption of resolutions as may be necessary for 

i) imposing any municipal tax for the budget year; 

ii) setting any municipal tariffs for the budget year; 

iii) approving measurable performance objectives for revenue from each source and for each vote 
in the budget; 

iv) approving any changes to the Municipality's integrated development plan; and 

v) approving any changes to the Municipality's budget-related policies. 

3) The Accounting Officer of a Municipality must submit the approved annual budget to the National Treasury 
and the relevant Provincial Treasury. 
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REVISING RATES, TARIFFS AND OTHER CHARGES 

Section 18 of the Municipal Finance Management Act, 2003 which deals with the funding of expenditure, states 
as follows: 

(1) “An annual budget may only be funded from - 

(a) Realistically anticipated revenue to be collected from the approved sources of revenue; 

(b) Cash-backed accumulated funds from previous financial years’ surpluses not committed for other purposes; 
and 

(c) Borrowed funds, but only for the capital budget referred to in section 17(2). 

(2) Revenue projections in the budget must be realistic, taking into account - 

(a) projected revenue for the current year based on collection levels to date; and 

(b) actual revenue collected in previous years.” 

In terms of Section 21 of the MFMA, the Mayor must ensure that the budget tabled in Council for consultation; is 
credible. A credible budget must be consistent with the IDP and be achievable in terms of service delivery and 
performance targets; revenue and expenditure projections must be realistic; and the implementation of the 
budget must improve the financial viability of the Municipality (refer to page 2 of MFMA Circular 28 for a detailed 
discussion). 

Municipalities are urged to sign service level agreements and recover costs where unfunded/underfunded 
mandates are performed on behalf of other spheres of Government. 
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FINANCIAL IMPLICATIONS 


PROPERTY RATES 

Tariffs for properties will be as follows: 


Category 

Tariff 

All stands without buildings 

0.011353 

Industrial stands 

0.016695 

Residential property(R0-R15 000) 

Exempt 

Residential property (R15 000 and more) 

0.007621 

Business/Commercial property 

0.011431 

Small hoidings/Agricultural property 

0.001906 

State owned 

0.016695 

Public Service Infrastructure property 

0.002337 

Public benefit organization property 

0.001906 

Mining property 

0.022260 


The total rates to be billed amounts to R42 389 from R38 376 000. 

SEWERAGE AND SANITATION 

Sewerage and Sanitation rates on average will increase by 6% in the 2016/2017 financial year. Total rates to be 
billed amounts to R13 552 000 from R12 527 000. 

REFUSE 

Total rates to be billed will be R 7 951 000 from R8 512 OOOdecrease of R631 000. 

Municipalities are once again reminded that in many instances waste tariffs do not cover the cost of providing 
the different components of the service. Where this is the case, municipalities should aim to have appropriately 
structured, cost-reflective solid waste tariffs in place going forward. 

The proposed tariff will be increased by 6%. 
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ELECTRICITY 

The electricity tariff will increase by 7.64% as per NERSA guideline subject. The projected income to be 
generated in the 2016/2017 Financial year budget amounts to R50 257 413 from R58 254 555. 

WATER 

The projected revenue on water services will be R32 951 469 from R29 003 402. The increase in tariff will be 
6% and Council will implement an automatic penalty fee in the event where there is a shortage of water in the 
Voiksrust / Vukuzakhe from the Mahawane supply dam. 

TRANSFERS AND GRANTS FOR 2016/2017 FINANCIAL YEAR AS PER DORA: 

• Equitable share R91 996 000 

• Expanded Public Works Programme (EPWP) R1 702 000 

• Finance Management Grant (FMG) R1 625 000 

• Municipal Infrastructure Grant R25 220 000 

• Integrated Electrification Programme INEP R7 000 000 

CAPITAL BUDGET 

The MIG funding allocated to capital budget for 2015/2016 was R25 645 000 and the whole amount was 
transferred to the municipality during the financial year. Both the MIG and INEP allocations for 2016/2017 
financial year has dropped to R25 220 000 and R7 00 000 respectively as per DORA. 

EXPENDITURE 

1. Salaries will be R 77 115 265 and Councillor allowances at R7 585 and will be adjusted accordingly to 
accommodate Senior Managers and Councillors upper limits. 

2. Bulk purchases will by R3 617 779 from R51 251 245 to R54 868 024 for both Electricity and Water. 
Electricity bulk purchases will increase by 9.4% based on the NERSA guideline. 

3. Other expenditure will increase by R2 1 08 854 from R26 054 885 to R28 1 63 739. 

FUNDING AND CASH FLOWS 

The Municipality’s cash resources are declining as a result of low collection rate which is currently reported at 
55%. The municipality should continue with the fully implementation of the Credit control policy in order to 
improve its collection rate. 
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5. FINAL ANNUAL BUDGET TABLES AND RELATED CHARTS 


As attached in Annexure A - A1 Schedule 
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PART 2 - SUPPORTING DOCUMENTATION 


6 OVERVIEW OF BUDGET PROCESS 

6.1 Political Oversight of Budget Process 

The concept of political oversight over the budget process is of paramount importance and it is crucial 
to ensuring that strategy informs budget. 

The political oversight role of the Mayor is contained in Section 53 (1)(a) and (b) of the Municipal 
Finance Management Act (MFMA). It requires that the Mayor must provide political guidance over the 
budget process and the priorities that guide the preparation of the budget. It further requires that the 
Mayor co-ordinate the revision of the IDP and the preparation of the annual budget and to determine 
how the IDP is to be taken into account for the purpose of the budget. 

The demands on the Municipality to address service delivery backlogs and to improve service delivery 
to all of its citizens, within current financial resources, are challenging. Political oversight of the budget 
process is therefore essential to ensure that the priorities of the municipality are addressed through 
budget allocations. 
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7. OVERVIEW OF BUDGET RELATED POLICIES 


The Municipality’s budget is guided and governed by relevant legislation and budget related policies. 
The main purpose of budget related policies is to guide the budget process and inform the projections 
of the medium-term budget. 

The following budget related policies, which have been approved by Council or currently under review, 
are currently in force to ensure an informed smooth budgetary process and financial management of 
the Municipality in line with the Municipal Finance Management Act, other relevant legislation and 
Accounting Standards. 

• Credit Control and Debt Collection Policy 

• Supply Chain management Policy 

• Property Rates Policy 

• Budget policy 

• Budget Virement policy 

• Indigent policy 

• Tariff policy 

• Provision of doubtful debts impairment policy 

• Petty cash policy 

• Asset Management policy 

• Overtime Policy 

• Recruitment, Selection and Appointment policy 

• Appointment of Temporal Worker Policy 

• Retention Strategy 

• Education, Training and Development Policy 
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8 . 


OVERVIEW OF ALIGNMENT OF ANNUAL BUDGET WITH INTEGRATED DEVELOPMENT PLAN 


An Integrated Development Plan (IDP) is a strategic plan for how the Dr Pixley Ka Isaka Seme Municipality will 
allocate its resources for the next five years to address the priority needs of its communities. It is a plan to help 

us set our budget priorities, and to guide sector departments in compiling its Medium Term Expenditure 
Framework. 

The IDP will therefore form an agreement with the Municipality and the community on what, how and when 
projects and programmes will be implemented and how it will be monitored. 

It is a Plan for the entire municipal area and summarises the interventions of all spheres of government aligning 
our local plans with National and Provincial priorities. Whilst the needs identified by communities far exceeds 
the available resources, the attempts to inform the medium terms budget allocations and priorities to be funded 
from Nationally raised revenue. 

The IDP therefore outlines key areas where we must intervene and focus our resources in order to achieve the 
developmental mandate of local government. 

This strategic plan must also inform municipal decision making as well as business processes of the 
Municipality. 
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9. OVERVIEW OF BUDGET ASSUMPT IONS 

The 2016 Budget Review notes that since the tabling of the Medium Term Budget Policy Statement (MTBPS) in 
October 2015 the global economic crisis has deepened exposing the depth of South Africa's external 
vulnerabilities and the internal constraints that limit its potential for growth. 

The weaker outlook is as a result of lower commodity prices, higher borrowing costs, drought and diminished 
business and consumer confidence. Constrained electricity supply continues to limit growth and deter fixed 
investment. Exchange rate depreciation is contributing to a higher inflation outlook during 2016. 

Dr Pixley Ka Isaka Seme Municipality, like and any other business organisation, is still subject to the impact 
from the global crisis as well as related ripple effects from the high unemployment rates which characterizes the 
local economy. The recent hikes in, to mention a few, electricity bulk purchases, fuel and the massive 
depreciation of the rand in recently could not be viewed in isolation of the Municipality. Dr Pixley Ka Isaka Seme 
is not insulated from the effects of the above mentioned economic metrics, therefore, the impact is negative on 
the Municipality residents and the 216/2017 budget. 

Budget Guidelines 

The following are some of the budget percentage increases and assumptions used in preparing 2016/2017 
medium-term budget: 

Tariffs for properties will be as follows: 


Category 

Tariff 

All stands without buildings 

0.011353 

Industrial stands 

0.016695 

Residential property(R0-R15 000) 

Exempt 

Residential property (R15 000 and more) 

0.007621 

Business/Commercial property 

0.011431 

Small holdings/Ag ricultural property 

0.001906 

State owned 

0.016695 

Public Service Infrastructure property 

0.002337 

Public benefit organization property 

0.001906 

Mining property 

0.022260 



SEWERAGE AND SANITATION 

Sewerage and Sanitation rates on average will increase by 6% in the 2016/2017 financial year. 

REFUSE 

The proposed tariff will be increased by 6%. 

ELECTRICITY 

The electricity tariff will increase by 7.64% equal to the increase approved by NERSA. 

WATER 

The increase in tariff will be 6% and Council will implement an automatic penalty fee in the event where there is 
a shortage of water in the Volksrust / Vukuzakhe from the Mahawane supply dam. 

10. OVERVIEW OF BUDGET FUNDING 

TRANSFERS AND GRANTS FOR 2016/2017 FINANCIAL YEAR AS PER DORA: 

• Equitable share R91 996 000 

• Expanded Public Works Programme (EPWP) R1 702 000 

• Finance Management Grant (FMG) R1 625 000 

• Municipal Infrastructure Grant R25 220 000 

• integrated Electrification Programme INEP R7 000 000 

11. EXPENDITURE ON GRANT ALLOCATION PR OGRAMMES 

For Grant allocations , please refer to SA1 8 of Schedule A. 

In terms of the DORA 2016 the purpose of the grants which have been allocated to Dr Pixley Ka Isaka Seme 
Municipality for the MTREF are: 

EXPENDITURE ON GRANT ALLOCATIONS PROGRAMMES 
Municipal Infrastructure Grant 

The purpose of the grant is intended for the provision of capital finance for basic municipal infrastructure for the 
poor households, micro enterprise and social institutions. It is also for provision for new rehabilitation and 
upgrading of municipal infrastructure. 

The MIG funding allocation for 2015/2016 was R25 645 000 and decreased to R25 220 000 in 2016/2017. 
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Financial Management Grant 

The purpose of the FMG is to promote and support reforms in the Budget and Treasury Office building the 
capacity in the municipalities to implement the MFMA, with the following measurable outputs. 

• Improved and sustained skills development including an internship programme in the BT 

• Preparation and implementation of supply chain reforms, accounting reforms, producing quality and timely 
financial statements 

• Preparation of financial recovery plans 

• Progressive improvements in audit outcomes 

• Improvements to internal and external reporting on budgets, finances, SDBIP and annual Reports 

• Implementation of the MFMA 

EPWP Grant 

To provide expanded public works programme incentive funding to expand job creation efforts in specific focus 
areas, where labour intensive delivery methods can be maximised. 
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